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BASIC STATISTICS ON ECONOMY 


National Income (billion 
forints) 

Hard Currency Import (million 
devisa forints) (dft) 

Hard Currency Exports (m dft) 

Ruble Imports (m dft) 

Ruble Exports (m dft) 

Active Wage Earners (1,000) 

Average Monthly Salary in 
Industry 

0i1 Consumption (thousand 
metric tons) 

Oil Imports (thousand metric 
tons) 


Rise in Industrial 
Production %* 

Agricultural Production %* 

Rise in Worker Productivity, 
Socialist Industry %” 

Savings (million forints) 


U.S. Exports to Hungary 
(million dollars) 
U.S. Imports from Hungary 


1970 


277.3 
10,426 
9,358 
18,984 
17,839 
4,980 
2,129 
6,038 


4,349 


+71% 
+359 .8% 


a 
Percentage increase over previous year 


Approximate 


2includes $52 million worth of commemorative gold coins 


Sources: Hungarian Central Statistical Office -- all figures except U.S.- 


Hungarian trade. 


U.S.-Hungarian trade -- U.S. Department of Commerce Statistics 





SUMMARY : 


Hungary's economy continued to grow at a brisk pace in 1974 with national 
income rising by 7% and industrial production 8.1% over 1973 levels. 
However, resource-poor Hungary has been hurt badly by the effects of 
world inflation and the rise in raw material prices which have combined 
to produce a sizable deficit of more than $600 million in the country's 
hard currency trade. Similarly, sharp rises in prices for Soviet raw 
materials introduced in early 1975 have caused Hungary's terms of trade 
with the USSR, its most important trading partner, to deteriorate by 
more than 10%. In view of the above, the short- to medium-term outlook 
for the economy is for modest rates of growth and much slower rises in 
the standard of living as available resources are shifted from con- 
sumption to investment. In spite of the inability to place American- 
Hungarian trade on Most Favored Nation basis in 1974, bilateral trade 
levels continued to rise with U.S. exports jumping from $33 million to 
$56.4 million. Prospects for continued moderate increases even without 
MFN are good, particularly in the agricultural sector. MFN, once 
granted, could boost U.S. exports to over $200 million per year. 


CURRENT ECONOMIC SITUATION AND TRENDS: 


The Economy's Performance in 1974: 


Industrial Growth Rates: Growth rates for the Hungarian economy in 1974 
were similar to the rates achieved during the past several years with 
results exceeding planned goals in most important sectors. Hungarian 
official statistics report that national income rose by 7% in 1974 and 
totaled about 385 billion forints or approximately 36,500 forints per 
capita. Industry was responsible for about 44.3% of national income, 
agriculture for 15.9%, trade 16.2%, and construction 11%. Industrial 
production jumped 8.2% and was led by the performance of the machinery 
industry (11.8%), chemicals (9.4%), metallurgy (9.4%), and electric power 
(8.2%). While Hungarian statistics do not include figures for gross 
national product, American figures indicate that Hungarian GNP 1974 
totaled $21.3 billion or about $2,100 per capita, a 5.4% increase over 
the 1973 figure. In terms of GNP per capita, Hungary trails East Germany 
and Czechoslovakia but ranks ahead of Poland, Romania and Bulgaria. 


ITo convert forints into dollars, three rates may be used. For statis- 
tical purposes, there is an official rate of 9.15 forints/$1l. To con- 
vert Hungarian 1974 devisa forint (DFT) figures into dollars, this 

rate should be used. The tourist rate is currently $1] = 20.43 forints. 
The foreign exchange multiplier rate which is the rate at which Hungarian 
companies may buy hard currency for purchases in the West or are reim- 
bursed in forints for hard currency yielding exports is $1 = 43.2 forints. 





Agriculture: While Hungarian agriculture registered a better than 
planned 3.7% gain in overall production in 1974, overall agricultural 
performance was mixed. Wheat production rose impressively to 4.96 
million tons as compared to 4.5 million tons in 1973, the corn harvest 
was 6.2 million tons (1973 - 5.9), and production of beef and hogs was 
350,000 tons and 1.06 million tons, respectively (1973 - 329,000 and 
867,000). A cold, rainy fall heavily damaged grape crops and wine 
production totaled only 4 million hectoliters as compared to 6.2 million 
in 1973. Furthermore, the inclement weather did serious damage to 
fruit and vegetable harvests and was responsible for a high water con- 
tent in the sugar beet crop which, although 20% larger in volume than 
in 1973, was insufficient to satisfy domestic demands for sugar, thus 
necessitating expensive sugar imports. Finally, in spite of impressive 
production figures for meat, the Common Market's meat embargo put a 
stop to Hungary's lucrative exports to the community as of May 1974, 
forcing the Hungarians to sell their beef to the Soviet Union at 
reduced prices, albeit for hard currency. 


Foreign Trade: Hungary's foreign trade picture in 1974 was the most 
visible weak spot in the economy's overall performance (see table). The 
negative balance of trade in goods exchanges for hard currency exceeded 
$600 million in comparison to a $100 million surplus chalked up in 1973. 
This deterioration was caused by a sharp rise in prices for important 
imported commodities such as crude oi], chemicals, and sophisticated 
machinery, while Hungary's major exports to hard currency areas regis- 
tered much smaller gains. The total value of hard currency imports rose 
by 64.7% in 1974 over the previous year while total exports went up by 

a comparatively modest 23.3%. Hungarian industry again was generally 
unable to sell its finished products to hard currency customers. Sales 
of finished industrial goods to non-Communist countries totaled only 

8% of total exports to this area, while constituting 35% of total 
deliveries to CEMA countries. 


in its ruble trade with CEMA countries, Hungary registered a moderate 
surplus amounting to 1.08 billion devisa forints,* considerably less than 
its surplus of 3.67 billion in 1973. Of Hungary's total trade in 1974, 
62% was with CEMA countries, 30% with developed non-CEMA countries, and 
8% with developing nations. The Soviet Union continued to be Hungary's 
most important trading partner accounting for 30% of total Hungarian 
foreign trade, while West Germany (8-1/2%) and Italy (4.3%) were 
Hungary's most important Western partners. 


inflation and Investments: In addition to foreign trade difficulties, 
inflationary pressures, the slow completion rate for investment projects 
and excessive stockpiling by enterprises continued to pose problems for 


zone ruble = 13.11 devisa forints. 





economic policy makers. Although the rise in the Consumer Price Index 
was held to 1.9%, the fight to keep prices in line proved to be an expen- 
sive one as the government was forced to grant large subsidies to enter- 
prises to enable them to cope with the impact of higher world prices. 
Government officials have admitted that over 25 billion forints -- or more 
than one-tenth of the total state budget -- would be used for inflation 
fighting subsidies during 1974, a 400% increase over the 6 billion spent 
in 1973. Seriously concerned with the ballooning of the subsidy bill, 
the government announced producer price increases for a long list of 
items including chemicals, metals, and fuels in May 1974 ranging from 
10%-50% and introduced selective consumer price hikes for textiles and 
household goods on January 1, 1975. Investment in 1974 reached 120 bil- 
lion forints, a 10.9% increase over the amount invested in 1973. Yet, 
while the planned level of investment was reached, Hungarian planners 

are less than totally satisfied with last year's results. The economic 
leadership has repeatedly criticized the continued slow pace of invest- 
ment completion, particularly on large priority projects, and an increase 
in the number of unfinished investments. At the beginning of 1975, 
tighter controls were introduced on new investments and heavy emphasis 
was placed on completion of those projects already in progress. 


Wages, Manpower and Productivity: Increases in industrial output in 
1974 came almost exclusively from rises in worker productivity which 


jumped 8.1% in 1974. Additions to the labor force were few -- a legacy 
of the extremely low birth rates registered by Hungary in the late 1950s 
and early 1960s -- and the total number of industrial workers rose by 

a mere .8%. The steady drift of workers away from agriculture continued, 
aided by the rapid pace of mechanization in this sector. However, the 
numbers released from agriculture were quickly absorbed by the rapidly 
expanding service sector rather than industry, and the percentage of 
industrial workers as part of the overall labor force marginally declined. 
At the end of 1974, 35.8% of the work force was employed in industry, 
23.3% in agriculture and forestry, 7.6% in transportation, 8.7% in trade, 
8.2% in construction, and 16.4% in the heavily service oriented ''other'' 
category. 


Prospects for 1975 and Beyond: As of mid-1975 it appeared that the 


Hungarian economy will be facing a number of serious challenges during 
the short and medium term. Although total industrial output continued 
to rise at a rapid annual rate of over 8% and prospects for agriculture 
appeared to be good, a continually growing hard currency trade deficit 
and marked degeneration of Hungarian terms of trade within CEMA as a 
result of hefty hikes in Soviet raw material prices, make it appear 
probable that resource-poor Hungary will be in for a period of markedly 
lower real growth, perhaps lasting for the remainder of the 1970s. 
During the first four months of 1975, Hungary's hard currency trade 
deficit climbed to $350 million (compared to $140 million for the first 
four months of 1975) as imports jumped 35.1% while exports stagnated 





at 1974 levels. While the current Common Market meat embargo, which 
was not in effect during the early part of 1974, can be blamed in part 
for the failure of Hungarian exports to surpass last year's levels, 

the poor trade performance is also attributable to the general economic 
slowdown in the West and the slump in demand for what are frequently 
marginally competitive Hungarian exports. 


In addition to the fact that the trade outlook in the West is somewhat 
less than rosy, Hungary's trade with its most important commercial part- 
ner, the Soviet Union, is also affected by serious problems. CEMA 

price adjustments enacted in early 1975 have been most disadvantageous 
to resource-poor Hungary, traditionally an exporter of finished indus- 
trial products and certain agricultural commodities to the USSR in 
exchange for raw materials. As a result of CEMA price increases based 
on world market averages for the previous five-year period, Hungary finds 
itself paying about 2-1/2 times more for oil (at 38 rubles a ton) and 
50% more for iron ore than it did a year ago. At the same time increases 
in prices for Hungarian goods delivered to the Soviet Union have been 
relatively modest with the 20% price jump for Ikarus buses, Hungary's 
most important export to the USSR, being rather typical. Furthermore, 
in exchange for Soviet raw materials the Hungarians have been asked to 
devote considerable resources to investments in the Soviet Union, such 
as the Orenburg Gas Pipeline project and the Kursk Steel Complex, thus 
diverting additional production which might have been sold elsewhere. 
Net result: Hungary's formerly positive balance of trade with its CEMA 
partners has. now turned into a sizable deficit. During the first four 
months of 1975, Hungary registered a deficit of 895.8 million DFT in 
this trade in comparison to a surplus of 366 million DFT in the first 
third of last year. 


Inflation: Strong inflationary pressures in the economy are likely to 
continue. The government will be forced to continue to devote substan- 
tial resources to the anti-inflation fight in the form of subsidies. 
Nevertheless, the high cost of subsidies in both terms of budgetary 
expenditures and the fact that these payouts tend to encourage non- 
economic production by sheltering domestic producers from world market 
trends will probably result in the government permitting a somewhat 
higher rate of inflation. Consumer prices are planned to go up at the 
rate of 3.5% in 1975. Some economists expect that a 5% rate might be 
set as guideline in subsequent years. However, as inflation is a most 
sensitive issue in Hungary -- where middle-aged citizens vividly recal] 
the hyper-inflation of the immediate postwar period -- the GOH is likely 
to take the steps necessary to prevent a rate of inflation exceeding 5%. 


In preparation for more difficult times ahead, top Hungarian officials 
have been stressing the need for harder work, greater conservation, 
smaller salary increases and the necessity to phase out more quickly 
inefficient production while giving priority to investments capable of 





earning hard currency. Non-essential imports are being discouraged by 
the National Bank's tight credit policy and a number of new investment 
projects have been shelved or postponed. The Hungarians appear to be 
giving top priority to maintaining their good credit rating in Western 
financial circles, won as a result of prudent fiscal policies and the 
skill and imagination of Hungary's top bankers. While figures on 
Hungary's external debt and debt service ratio are not published, hard 
currency debt in 1971 was estimated to be about $921 million. Guesses 
as to current levels of hard currency indebtedness range between $1-1.5 
billion. 


Yet in spite of the serious economic strains experienced at the present 
time, Hungarian economists feel that they will somehow muddle through 
even if real growth rates are miniscule for two or three years. Hun- 
garian exports to the West should pick up as the West emerges from its 
current recession. Furthermore, while Hungarian external debt is larger 
than before, the reputation for fiscal responsibility Hungary enjoys 
should enable it to raise still additional sums from Western sources. 

In addition, the USSR is also being looked at as a source of hard currency 
credits. Finally, the Hungarian economic reforms, with their emphasis 

on enterprise profitability and the relative independence granted to 
enterprise managers, have given the economy as a whole a certain resil- 
lience that many of its CEMA neighbors lack. If the basic principles of 
the reform are adhered to, in particular, if non-profitable operations 
can be quickly phased out or restructured, the short and medium outlook 
may not be as bleak as optimists fear. Nevertheless, at this time, it 
appears that it will be extremely difficult, if not impossible, to reach 
the official guidelines of 30% growth in national income and a 23% growth 
in real wages which have been established for the next five year plan 
period. 


IMPLICATIONS FOR THE UNITED STATES: 


While economic strains will undoubtedly reduce short term sales prospects 
for many Western firms in Hungary, the effect upon levels of American- 
Hungarian trade is likely to be limited. Direct U.S. exports to Hungary 
which totaled $55 million in 1974 (up from $33 million in 1973) consist 
primarily of soybean meal, agricultural machinery, livestock for breeding 
purposes, and instruments with a technological content, all of which are 
key elements in top priority development programs. Sales of these prod- 
ucts, therefore, can be expected to hold up and possibly expand even if 
strict curbs on imports were to be adopted. A far larger obstacle to 
increased U.S.-Hungarian trade ties is the fact that Hungary as yet still 
does not benefit from Most Favored Nation (MFN) tariff treatment and, 

in retaliation, levies a special tariff against imports from the U.S. 
While it is difficult to predict when MFN for Hungary might be forthcoming, 
placing our bilateral trade on an MFN basis will almost certainly result 
in a quantum leap in American-Hungarian commerce to perhaps four or five 
times the current levels. 





Hungary's principal areas of emphasis in the years to come will be 
projects to boost hard currency earning capacity which do not require 
heavy input of raw materials and energy. Top priority fields will be 
agriculture, agricultural machinery, food processing, aluminum pro- 
cessing, medical instruments, pharmaceuticals, telecommunications equip- 
ment, bus production, and certain segments of the chemical and textile 
industry. American firms may be able to compete effectively in the 
Hungarian market even in the absence of MFN due to the dollar's current 
low level. Using an overseas subsidiary to make an initial market 
penetration has proven to be a successful strategy for many U.S. com- 
panies since products manufactured by subsidiaries are not subject to 
Hungary's high retaliatory tariff. 
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